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Evaluating Alternative
Rural Land Use Policies
Land-use planning and policy is highly
controversial in rural areas of North Carolina
and the South. A major reason for this contro-
versy is the large number of issues identified
and perspectives held regarding how land in
rural areas should be used. For example, four
issues related to farmland retention are:
( 1
)
the adequacy of the supply of food and
forest products,
(2) the maintenance of rural character,
open space and life style in rural
areas,
(3) economic viability of the farm and
agribusiness sector in local areas,
and
(4) whether or not compensation is given
when policy implementation results in
lost landowner property rights.
If some persons desire open space while others
are concerned for food supply, it is logical
that policies preferred will also be different.
The ability of individuals to evaluate
rural land use issues and problems, and to
decide whether to support or reject policy
proposals on issues such as farmland retention,
requires an awareness of the full range of
alternative policies available and what the
consequences of their implementation might be.
It is not enough to merely identify whether or
not there is a problem; only by evaluating the
pros and cons of alternatives can we make an
informed decision on whether or not to support
any specific proposed solution to problems that
might have been identified. The purpose of this
paper is to identify alternative rural land use
policies being used around the United States and
to evaluate their acceptability and effective-
ness in dealing with issues and problems identi-
fied by urban and rural dwellers.
POLICY ALTERNATIVES
There are many alternative mechanisms
available for allocating land to alternative
uses, but they fall into three basic
categories:
(1) the free market,
( 2 ) incentive programs , and
(3) regulations.
The Free Market
Continued reliance upon the free market to
allocate prime and important farm and forest
land is a viable alternative policy-one option
available to address the retention issue is to
"do nothing different" from what we do now.
Under the free market system, scarce re-
sources, including land, are allocated by price
and profit levels. Signals to a large number of
land market participants are provided, with the
result that economic returns to the scarce
resource are maximized. As demand conditions
change, the market mechanism results in adjust-
ments in resource use to once again maximize the
returns to the resource. For example, higher
corn and soybean prices cause farmers to grow
more of these crops and less of others in order
to maximize the profit from farming their land.
When farm profit levels are high, land is bid
away from alternative uses, such as forestry on
the one hand and residential use on the other.
When housing demand increases, land values
for that use rise, and land is bid away from
agriculture. Thus, the conversion of land from
agriculture to urban use is a very natural
phenomenon
.
There are several advantages to use of the
free market to allocate land resources:
( 1
)
When conditions change the market
is flexible. It can rapidly adjust to
take account of the new situation.
There is no delay to form a new policy
or to adjust a land use control.
Errors in projecting population growth
or other demand factors can be quickly
adjusted to in the market
place.
(2) The free market requires very
little information from each partici-
pant in the land allocation decision
making process. In contrast, a cen-
tralized decision maker ( e.g. , the
County Planning Board) must have a
very large amount of information if it
is to attempt to allocate land to
different uses over both a short- and
long-run planning horizon.
(3) Returns to land are already subject to
changeable policy-making decisions at
the national or state level. Local
flexibility is required to avoid
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keeping land in unprofitable uses when
national or state policy changes. The
recent debate over the peanut and
tobacco programs is a good example.
If either program would have been com-
pletely eliminated, there might have
been severe economic repercussions
—
but the problem would certainly be
worsened if there was a policy that,
for example, required that tobacco be
grown.
(4) The free market is less subject to
political control and influence
than are regulations established
politically.
Several recent studies of the need to pre-
serve the nation's farmland have highlighted the
great uncertainty concerning the estimation of
both the demand for and supply of that vital
resource. Given these uncertainties, free
market proponents emphasize the advantages of
that approach: flexibility, rapid adjustment,
the need for less information and reduced polit-
ical control.
But if the free market possesses these
advantages over public policies, why do we have
so many state and national policies? For ex-
ample, there are federal agricultural policies,
housing policies, transportation policies, and
economic development policies. The list goes
on and on.
Put simply, there is a call for public
action:
(1) if our free market approach fails, or
(2) if the free market does not provide an
outcome that citizens and policy-
makers like.
What is market failure? The free market fails
if a user of land causes others to incur costs
but these costs are not considered in the
decision making process. If someone builds a
house on a stream and the septic tank pollutes
the water which downstream users have to treat
—
without cost to the house owner—then the
market fails from society's standpoint because
it did not incorporate that cost in its deci-
sion.
If a farmer builds a hog parlor upwind from
a subdivision or other rural residence and the
odors "spillover" onto those residences, then
the market has failed if those costs were not
taken into account when the decision to locate
the hog operation was made.
The point is—if someone makes a land use
decision and all social and private costs and
benefits are included in their calculations,
then the free market works . But if others are
affected and those costs are ignored then the
market has failed. As a result, states have
passed land use legislation to prevent or reduce
the extent of these market failure costs.
The second reason public policies are
adopted is that policy makers do not like the
market solution. For example, housing policy or
tax policy involves redistribution of income
from one group to another. However, any redis-
tribution of income is a political decision and
cannot be advocated upon the basis of economic
efficiency.
Before leaving the topic of whether public
policies are needed, one more point must be
made. If market failure leads to spillover
costs on neighbors, the cost of administering a
policy to curb those costs must be less than the
cost of the market failure. Otherwise, society
would be worse off with the public policy.
PUBLIC POLICIES
In recent years, alternative public policy
approaches, regulations and incentives, have
been developed which are tailored specifically
to the rural situation and to rural problems.
Regulations I will discuss include:
( 1
)
agricultural zoning,
(2) transferable development rights, and
(3) right to farm legislation.
The incentive policies I will include are:
( 1 tax policy
a. use value assessment
b. inheritance tax credits
(2) spending power of the government
a. public facilities and services
b. eminent domain
c. fee simple purchase and leaseback
d. purchase of development rights
e. agricultural research and
extension
Agricultural Zoning
The zoning approach in agricultural areas
suffers from all the disadvantages under which
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it labors in urban areas. Perhaps the biggest
factor contributing to its lack of acceptability
is its lack of compensation to property owners
for lost property rights and reduced land
values. Moreover, the public is skeptical
because of the appearance of zoning variances
being granted for development in response to
political influence. Oftentimes speculation and
development proceeds unencumbered by the zoning
ordinance. The somewhat arbitrariness of desig-
nating agriculture zone boundaries is a poten-
tially serious problem because of the loss of
property rights for those falling within that
zone. A sticky problem, and no less serious, is
that of determining optimal minimum lot size
within the agricultural zone. In the long run,
it is not clear whether, for example, a 10-acre
minimum lot size is more effective than a 1-acre
minimum in preserving farmland or in giving
protection to farm operations. Finally, zoning
will give some protection from nuisance suits
and complaints but cannot give absolute protec-
tion to normal farming operations.
Zoning lies at the extreme of the alterna-
tive approaches , being perhaps the least accept-
able to farm property owners because it does not
offer compensation for lost property rights.
One expects the nonfarm property-owning public
to be rather favorable to this approach because
of its low cost to them and because of its
acceptance in urban areas. However, its poten-
tial lack of effectiveness may tend to dampen
this enthusiasm.
The National Agricultural Lands Study indi-
cates there are currently 104 county agricultur-
al zoning ordinances and 166 municipal agricul-
tural zoning ordinances in the United States.
PREFERENTIAL ASSESSEMENT LEGISLATION HAS
HAD MIXED RESULTS IN STATES WHERE IT
HAS BEEN IN EFFECT SEVERAL YEARS.
Transferable Development Rights
An approach being used in some rural areas
of the country is the creation of a market for
purchase and sale of development rights on
farmland. Thus, land can stay in farming, but
the capital gains occurring because of nearby
urban demand for land can be acquired by the
landowner.
Development rights would be established
either based upon the building densities indica-
ted in a land use plan or on some other method,
such as giving a unit of development right for
each acre of land owned throughout the entire
area. The market created for TDRs would then be
allowed to work. Landowners within the agricul-
tural zone where development is prohibited would
be able to sell their TDRs to landowners in
other zones who would be able to use them to
increase the building density on their land
beyond what they would otherwise be able to do.
The advantage of this approach is that the
landowner is compensated for the loss of devel-
opment rights. The low cost of the TDR concept
makes it appealing to the general public. There
exists a general concern over the problems of
implementing the market aspects of the plan.
The National Agricultural Lands Study indi-
cates there are currently two municipal and ten
county transferable development rights programs
in the United States.
Right-to-Farm Legislation
The 1979 North Carolina General Assembly
passed a law designed to reduce the potential
for development of nuisance controversies in
farming areas, to thereby prevent disruption of
farming operations, and indirectly, to reduce
the loss of farmland. The law explicitly states
that, "It is the declared policy of the State to
conserve and protect. . .its agricultural land for
the production of food and other agricultural
products." Further, "The purpose of this Arti-
cle is to reduce the loss to the State of its
agricultural resources by limiting the circum-
stances under which agricultural operations may
be deemed a nuisance."
It should be made clear that some agricul-
tural operations may not receive coverage under
this law. For example, those operations within
the corporate limits of a city on March 26,
1979, those in existence for less than one year,
those involving water pollution, and those
judged to be improperly or negligently managed
are excluded from any protection the law might
provide. Further, the Act requires that "chang-
ed conditions" be a cause of the problem. The
general thrust of the law, then, is to attempt
to protect from nonfarm development those well-
managed agricultural operations that are cur-
rently located in agricultural areas.
The National Agricultural Lands Study indi-
cates there are now 16 right-to-farm laws in the
United States. There is general concern over
whether these laws will be effective because of
the difficulties related to:
( 1
)
defining what sound management
entails,
(2) determination of whether the operation
itself was changed, thereby causing
the problem, and
(3) whether other legal means are
available to accomplish the same
objective as the nuisance law.
INCENTIVE PROGRAMS
This paper will consider two basic types of
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spending programs: tax policy and the spending
power of government.
Tax Policy
Preferential Assessment
Forty-seven states currently have prefer-
ential assessment programs for land kept in
agricultural use. Preferential assessment leg-
islation has had mixed results in states where
it has been in effect several years. Any
success that might be attributed to use-value
assessment is generally limited to the tax
relief aspects of the legislation. However,
even in this case researchers have found that
tax relief alone, except under special condi-
tions, has little effect upon the rate, extent
or location of land development. Potential
capital gains of selling for nonfarm development
far outweigh any tax advantages that might
accrue to keeping the land in agriculture.
Thus, when conditions are right, that is, when
the farmer is ready to retire, or a buyer is
available at the right price, the land will be
converted to nonfarm use regardless of the
nature of the tax assessment.
Property owners favor tax relief and thus
favor use-value assessment if it reduces their
taxes. This enthusiasm is inversely propor-
tional, however, to the extent to which land use
restrictions are attached to obtaining the tax
relief. Acceptability on the part of the gen-
aral public tends to vary depending upon the
sxtent to which taxes on farmland are shifted to
the nonfarm property-owning public. This shift-
ing is directly proportional to the extent to
which an area's tax base is dependent upon
farmland. Studies in other states have shown
that speculators have misused the use-value
taxation privilege, oftentimes finding they can
hold lands off the market longer and less
expensively. Thus, urban sprawl is stimulated
rather than curtailed.
In sum, use-value assessment may preserve
farming, but not necessarily farmland. In North
Carolina, use-value taxation is by and large a
tax relief measure because of the limited re-
strictions applied to participants in the pro-
gram. Over time, public acceptance of use-value
assessment may erode because of its lack of
effectiveness in preserving farmland and because
of the increasing awareness of the tax shifts it
creates. However, as part of a more comprehen-
sive program of land-use planning, where use-
value assessment is given in return for dedi-
cated use to agriculture, the technique may find
long-run acceptance.
State Inheritance Taxes
Preference for keeping land in agriculture
can also be given when state death taxes are
assessed. The effectiveness of the approach
depends upon the amount of incentive provided.
The potential high cost of such a program may
make it less acceptable to the general public
than other incentive approaches.
The National Agricultural Lands Study re-
ports that 29 states have passed some form of
preferential valuation of farmland for state
death taxes, many patterned after the Federal
Law (1976). Six states have incorporated provi-
sions allowing the deferral of estate taxes.
A POLICY THAT RESULTS IN FULL COST PRICING
OF SERVICES IS PREFERRED AND, FURTHER,
MAY FOSTER RETENTION OF FARMLAND.
Spending Power of the Government
Public Facilities and Services
The value of land for nonfarm purposes is
greatly dependent upon its nearness to public
facilities such as roads, freeways, schools,
water and sewer systems. In a 1980 survey of
farmland sales in North Carolina, I found that
the price paid for land sold for nonfarm use
when the land was near public water and sewer
facilites, rural industry or rural housing pro-
jects was roughly double that when these facili-
ties and services were not available.
The National Agricultural Lands Study exam-
ined in detail 130 Federal spending programs
that affect land use and found that 90 stimulat-
ed the loss of farmland. These programs were
related to economic development, capital im-
provement, housing, environmental protection and
natural resources development.
There are significant policy suggestions
raised by this aspect of spending power of the
government:
( 1 ) Rather than spend money on programs
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that conflict with each other, devel-
opment programs and agricultural re-
tention programs should be coordinated
so that conflicts do not arise.
( 2 ) Local governments are undercharging
the residents of new areas for the
services provided. A policy that re-
sults in full cost pricing of services
is preferred and, further, may foster
retention of farmland.
The value of land for nonfarm purposes depends
on nearness to roads.
Eminent Domain
The power of eminent domain is often used
against owners who want to preserve their farm-
land, although compensation for land taken is
made. Recent cases in North Carolina were
highly publicized when farmland owners fought
water supply and electricity generating reser-
voir projects which would have inundated their
lands. They sought protection from eminent
domain through the courts. Modification of the
powers of eminent domain could prevent such loss
of farmland in many instances.
Fee Simple Purchase and Leaseback
This approach would require a large amount
of public funds if pursued to any significant
degree. However, its advantages are that it
provides compensation to farmers in cases where
land values are reduced and is an absolute means
of preserving farmland. This approach also
overcomes the high farm property tax problems
which are claimed to cause the sale of farm-
land.
On the other hand, pride of ownership is
lost and having the government as a landlord may
not be workable. If this program is pursued to
any significant degree, a large amount of public
funds would be required.
The National Agricultural Lands Study re-
ports two instances in the United States where
this approach is being used.
Purchase of Development Rights
This approach is similar to the transfer-
able rights approach except that the government
itself actually purchases the development
rights, rather than setting up a market for
landowners and developers to buy and sell
rights. Rights purchases could be retired, sold
to developers and transferred to other lands, or
used in whatever manner the purchasing agency
deemed appropriate to meet goals established for
the program.
There are several advantages to this
approach:
( 1
)
preservation of farmland is absolute
once the development right is
purchased,
(2) the farmer retains title to the land
and pride of ownership is maintained,
( 3 property tax and inheritance tax
problems are overcome because the land
no longer has development value,
(4) the farmer receives immediate
compensation for the development
rights given up, and
(5) the public cost is less than for fee
simple purchase of the farmland.
The National Agricultural Lands Study reports
twelve programs of development rights purchase
operating in the United States.
Agricultural Research and Education
Estimates of demand for agricultural land
in the future are directly dependent upon the
rate at which agricultural productivity increas-
es. Recent trends suggest that the high rates
of productivity growth experienced in the past
cannot be maintained, even though yield improve-
ments such as photosynthesis enhancement in crop
production are achievable. In the National
Agricultural Lands Study, for the estimation of
farmland demand in the year 2000, it was shown
that an increase in the rate of productivity
growth from 1.25% per year to 1.5% per year
would reduce the cropland demands by 18 million
acres(from 389 million acres nationally to 371
million acres)
.
An increase in productivity has a similar
effect to retention of farmland. The extent to
which added research and extension expenditures
produce future yield enhancement can only be
speculated upon. However, based on historical
experience, one would expect the dollar return
to be high.
As of December 1980, a total of 14,000
farms covering three million acres were being
preserved with individual agreements or by ex-
clusive agricultural zoning. In the 1979 tax
year over 4,500 farmers received farmland pre-
servation credits totaling over $6 million in
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tax relief.
SUMMARY
In summary, the following points deserve
further emphasis:
( 1
)
There is a need to identify clearly
the issues and problems regarding
retention of prime farm and forest
lands.
(2) There is a need to identify and
evaluate a wide range of alternative
policies that might be brought to bear
on the issues identified.
(3) It is necessary to recognize that
every policy has costs and benefits
and bestows them on gainers and
losers; and because people have
different perspectives, they prefer
different policies as well.
(4) The acceptability and effectiveness of
a policy will largely depend upon the
extent to which program costs are paid
for by those benefiting from the
policy.
(5) Finally, regarding the alternatives,
there are a number of policies that
are being considered and implemented
nationally. They are generally of
three types:
a. the free market,
b. regulations, and
c. incentives.
Regulations as alternatives to the
free market have received most of the
publicity in the past, but the incen-
tive approaches probably deserve more
attention in the future.
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